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FDI stocks are a biased measure of MNE affiliate activity: A response
by
Mira Wilkins*
In a recent Perspective,1 Beugelsdijk, Hennart, Slangen, and Smeets warned readers about
biases in the measure of FDI stock. They are to be congratulated for pushing readers to be
careful in the use of data.
They note “researchers often call the value added (VA) in a host country by firms based in
another country foreign direct investment (FDI) and use FDI stocks ... to measure it.”2 They
correctly insist that FDI stocks do not correspond with aggregate foreign affiliate value-added.
Their Perspective opens up two important topics: the frequently very loose use of the term
FDI in the literature (and the genesis of that loose use); and the various measures of
multinational enterprise (MNE) activities.
For decades, the literature has often equated FDI and MNEs, using the words “FDI” and
“MNE” interchangeably. A book on the “theory of FDI” can be expected to be on the “theory
of MNEs.” So, too, if this very publication, Columbia FDI Perspectives, were
renamed “Columbia MNE Perspectives,” it is doubtful that the contents would change.
Virtually, every student of MNEs would agree that this is a false equation. The formulation
should be, MNEs undertake FDI, but MNEs also do many other things, including transferring
technology, undertaking research and development, and producing and marketing goods and
services. MNEs expect a return on their investment in the business package, not merely on the
FDI they undertake.
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The equation of the terms “FDI” and “MNE” is a short-cut -- with an historical genesis. Early
collectors of foreign investment data realized that investments by MNEs were different from
foreign investments in traded securities, bonds and stock. Paish’s work on British overseas
investment before World War I contained fragments of this understanding.3 But the real
understanding emerged in the late 1920s and 1930s as the US Department of Commerce
began collecting balance-of-payments data. As such information was assembled in the 1920s,
individuals in the Department became aware that investments by MNEs differed from capital
moving through bond markets or monies arriving to fuel the rise in United States stock prices.
By the late 1920s and 1930s, the Department started to measure FDI stock (as well as flows).
Initially, the definition of US outward FDI included all US holdings in those “foreign
corporations or enterprises which are controlled by a person, or closely identified group of
persons (corporate or natural), domiciled in the United States, or in the management of which
such person or group has an important voice;” control was loosely defined and minority
interests were included when the US entity had “an important voice.”4
There were also studies in the 1930s of US inward FDI. Beginning in 1941, some studies
defined FDI as 25% holdings in equity shares, a cutoff that would subsequently be reduced to
10%. Throughout this time there was an attempt to try to define MNE activities. FDI required
the possibilities of control -- or at least influence. There were questions on what to include
and exclude. Issues of the Survey of Current Business tell the story and the changes.
Gradually, US definitions became widely accepted by many governments and by the
International Monetary Fund. Since 1981, the definition of FDI has been “an investment in
which a resident (in the broad legal sense, including a company) of one country obtains a
lasting interest in, and a degree of influence over a business enterprise in another country.”5
The phrases “lasting interest” and a “degree of influence” show the difficulties in determining
the nature of “control.” The words are ambiguous, but retain the notion of FDI involving more
than merely financial flows and involving the extension of the firm over borders. Over the
years, other measures of MNE activities emerged, including value-added, employment,
number of affiliates, size of assets, revenues, and market share. We have data on ultimate
beneficial ownership, which aid in deciphering certain complexities. Each of the measures has
its use, depending on the questions being asked. Each measure offers a different story line.
Yet, biases notwithstanding, unlike these other measures, we have long -- albeit imperfect -series on FDI stock for many countries. Handled with care, these series provide one very
useful measure. If we are aware of what is included (and excluded) in the data, that is, the data
limitations, FDI stock continues to be an excellent indicator of MNE activities and one that
can be used as public policies are formulated.
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